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MONEY MATTERS

Figure 2. Why Diversify? Return-risk (volatility) chart, 1972-2010.

amazing result only specific to combining non-US world-wide
and US stocks? Not if you look at Portfolio-3 and Porfolio-4. In
these two portfolios we add REITs and commodities sequential-
ly and in each case, we see an increase in the portfolio return
with a further decrease in the overall volatility.

To maximally grow your portfolio and fully benefit from diversi-
fication you will also need to rebalance it. Rebalancing of asset
classes and returning the portfolio to the original asset mix is an
essential way to capture market gains. The talent needed during
rebalancing is the ability to separate your emotions from the
task at hand and do it in a disciplined manner. You will need to
sell positions that are doing well while buying positions that are
currently underperforming. This is rarely as easy as it sounds.

If an advisor creates a portfolio with an asset mix appropriate for
your risk tolerance, review and understand the portfolio before
implementing it. A wealth-building portfolio will hold securities
that are low cost, high quality (good performers) and represen-
tative of several asset classes. It is important that you verify that
the funds chosen actually mix uncorrelated securities and are
not just more US stocks added to a portfolio that already has a
complete basket of US stocks or funds. Although diversification
is not the only way to counter risk, it is certainly one way that,
when combined with disciplined rebalancing, has produced ex-
cellent returns.

Diversification is the investor’s ticket to a free lunch. Ask your-
self, are you missing out?

Your continued feedback helps to make the Money Matters col-
umn relevant. l
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Finances can support or derail professional and
family life. It is Edi’s intention to be both a re-
source and advocate for our financial health.
Edi is a Registered Investment Advisor in Cali-
fornia and Certified Financial Planner™ provid-
ing financial services to individuals and busi-
nesses. She is a past president of the Associa-
tion for Women in Science, San Francisco Chapter, and presently
serves on the AWIS Finance Committee. Edi can be contacted at edi@
aikapa.com.
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